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Dear Sir or Madam:

We have considerad your application for recognition of examption from Faderal
income tax under section 5@1(c)3) of the Internal Revenue Code,

| N T
The information submitted indicates that the organization was incorporatad on

» in the State of M. The organization’s Articles of

Inéornoration state that the organization was organized for exclusively
charitable, religious, educational and scientific purposes within the meaning of
Internal Revenue Code (IRC) section 501(c)(3). The articles further state that
the organization will promote and enhance the avatlability and quality of decent
affordable housing for very low, low and moderate-income individuals; oversan
compliance with various housing programs of federal, municipal or private

en@lties; and engage in such other activities as may bae necassary in furtherance
of ‘affordable housing.

The organization has three directors, T, -
*. I - are residents of the [N

(the Apartments).

The organization {ntends to sccomplish these purposes by mhnagind the

Apartments, (I ) cuns the
apartments. » executive director for the organization ouns a majority
interest in - The renovation will be conducted by —. Upon
completion of the raenovation, the apartments will be leased to low income and

very-louw income individuals in & ratio which will meat the safe harbor
requirements of IRS Announcement 95-37, 1995-20 I.R.B. 18.

The apartments will be managed by the organization which wil) receive a fens
equal to 5% of the effactive gross income of the property. Management of the
apartments will consist of qualification of prospects, advertising, and ordering

maintenance repairs and service. According to the organization, this fee {s
standard in the apartmant management industry,.

In your letter dated I you state, "The purpose of our sseking
non-profit status is to sacurae financing for rehabilitation which is otharuise
unavailable.* This financing will be used to rehabilitate property_owned by




By

f“iSéétlon 5@}(c)(3)5§f«the Code provides exemption for:

“Cobbd;étiéﬁa;..organized and operated exclusively for religious,
charitable,,.or aducational purposes...no part of the net earnings of
- uhxchﬁlnufqa to the benefit of any private sharehcldq ‘or. individual,,,"”

“Section 1.501(e)(3)=1(bI(1)(1) of the Incoms Tax Regulations provides that an

organization .s organized exclusively for one or more exem t poses only if
4ts Articles of Organization - - i
oy A e

(A} Limit the purposes of such organization to one or more exempt
. . purposes; and BRGNS

? (B) Do not expressly empower the organization to éngabe;lafherwlse than
| - 88 an insubstantial part of its activities, in activities which in
qthemgglves are not in furtherance of one or more { purposes.*

{

Section 1;501(85(3)~l(d)(l)(11> of the Income Tax RegUlations'provides that all
the organizations there described must serve a publlc‘ratheh¢than‘a private

Section I.Sel(c)(3)-l of the regulations provides;‘in b&ff;wgsffgllowss
'da)(l) In order to be exempt as an organization describaed xﬁ’secfion 801(e X3,
an organization must be both organized and operated exclusively for one or more
of the purposes specified in such section. If an organization fails to meot
@aither the organizational test or the operational test, it is not exempt.*

"(a)X2) The term'“exempt purpose or purposes,* a$ used in this dédtion, means
any purpose or purposes spacified in section 501(¢c)(3), as dafined and
elaborated in paragraph (d) of this section." - R

14) An organization may be exempt as an organization described in section

Y
SO1Ce)(3) £f 4t 1s organized and operated exclusively for one or more of the
following purposes: T :

va) Religious,
(b) Charitable,
(c) Scientific,
(d) Testing for public safety,
(s) Literary
- (f) Educational, or
i (@) Prevention of cruelty to children or animals.

fdd)(l)iix) An organization is not organized or operatad exclusively for one or
more of the Rurpases specified in subdivision (i) of this subparagraph unless it
serves a public rather than a private interest, Thus, to mest the renuiremant
of this subdivision, it is necessary for an organization to establish that it is
not organized or operated for the benefit of private interest, such as
designated individuals, the creator or his family, shareholders of the

organization, or persons controlled, directly or indirectly, by such private
interests,” , L

Revenue Ruling 71-5829, 1871-2 C.B. 234 states that a nonprofit 6roanization that
provides assistance in the management of participating collepes' and




o 71-529, supra.. You are not providing services for. exempt

'Q un&vera1t1es‘ ndoument or investment funds for a chargekSubstanttally below
' cost qualifie for exemption under Internal Revenues Code (IRC) section
501(03(3).’

"Revenue Rullng 72-369 1972-2 C.B. 245 indicates that An ohgénizatton formad to
- provide managerial and consulting services at cost to unrelated exempt
“oraanlzattons does not qualify for exemption under IRC section 501<c><3>.

R ™ E:m.‘ Incorporated, y. Comnissionsr, 70 TC 352 provtdes that an
~organization which planned as iis sole activity to offer consulting services for
~a fea to wxempt and non~exemept organizations did not’ quali “far exemption

“”under IRC section 801 (c)(3).

In thecaseofanﬁ:nmimusumuuwnmm DQ.-.Lu.c. x.ua..s&e
. U.S, 279 (1945), the United States Supreme Court concluded that the presences cf
-~ a single nonexempt purpose, if substantial in nature, will preclude exemption
from federal income tax regardless of the number er 1mportenre of the exempt
. purposaa of an organizatxon. :

“:giYour organization is not like the organization deauribed ;n ‘evarue Ruling

rganizations for a

b fea that la belou cost.

Your organlzation is similar to the organizations descrlbed\in Revenue Ruling
72—385, supra, and in B.S.W. Group y. Commissioner in that you provide services
to anothar organization for a fua, As in both of these examplas, you provide
managenunt sarvices on & regular basis for a fee to another organization. While
’the organization in tha ruling provided services only to exempt organizations,
" the organization in the court case provided services to both exempt and
non-exempt organizations. You are providing the managemant service to a
" non-exempt organization, HINEEEE. The provision of this service is a trade or
‘business ordinarily carried on for profit. In addition, it was determined in
the examplas given that fees for services even at cost lack the donative element
}necessary to astablish this activity as charitable., Your furnishing of the
1nananement service at the going rate in the indusiry to a non-exempt
organization pravents the activity from being charitable,” This is further
;supported by fatier Business Bureay of Washinaton, D.C., Inc. y. W.5., 326 U.S.
j279 (1945), L{n which the United States Supreme Court concluded that the presence
‘of a single nonexempt purpose, if substanttal in nature, will preclude exemption
'from fedaral incomes tax regardless of the number or 1mportance of the exempt

rpurposea of an organization,

'lYour purpose for seeking exemption is to secure low interest ftnancing grants
and other furds for rehabilitation of property owned by [HIIIIININGEEEE

'r This is a private benafit to ININGEGEGEEGEGEE
] and precludes exemption under Code section 501(c)(3),

_Accordingly, 1t is held that you are not entitled to exemption from Federal
Income Tax as an organization dascribed in IRC section 501(c)(3), and you are
required to file Federal Income Tax Returns on Form 1120.

~If you do not agree with these conclusions, you may, within 30 days from the
~, date of this lettear, ftle in duplicate a brief of the facts, law, and argument
* that clearly seis forth your position. If you desire an oral discussion of the




‘,3..Q., pl;igowlnazcata this tn your protest. Tha enclosed Publication 892 gives
4natructippa”f0r’fx11ng a protest, .

If you do not file a protest with this office within 30 days of the date of this
report or letter, this proposed determination will bacome final.

| SEE S o '

Jf-you do not protest this proposed determination in a Vimely manner, it will be
considered by the Internal Revenue Code as a failure to exhaust available
administrative remediss. Section 7428(b)(2) of the Internal Revenue Code
provides {n part that, "A declaratory judgment or decrea under this section
shall not be issued in any proceeding unless the Tax Court, the Court of Clatms,
or the district court of the United States for the District of Columbia
‘determines that the organization involved has exhausted administrative remedies
available to it within the Intarnal Revenus Service," '

If this determination letter becomes n final determination, we will notify the
appropriate State Officials, as required by section B104(c) of the Code, that
based on the information we have, we are unable to recognize you as an
organization of the type describad in Code section 501(c)(3).

e, yod Agréenutth thesa conclusions or do not wish to fiié a ufitten protest,

‘pleass sign and raturn Form 6018 in the enclosed self~addressed envelope asz soon
a8 posaible.‘“ S i

?if you haVe Any further questions, pleasa contact the person whose name and
;telephone number are shown at the beginning of this letter,

i
i
N

Sincerely,

i

District Director;‘”

.

?Encloaures: L
! Publication 832
! Form 6018 -

I - SR




